Development of Micro and Small enterprises (MSEs) is one mechanism for alleviating unemployment, especially for women. Ethiopia has developed policy as part of the Growth Transformation and Plan (GTP) to develop MSEs to generate employment at the initial stage and transform the enterprises into medium and large enterprises in the long run. However, contrary to this objective, the growth of these enterprises has been very slow by every standard. This study evaluates the factors behind the slow growth of the enterprises by estimating the enterprise growth model captured by employment growth over the span of the period that the firm has operated. We find that women owners, in particular, face more severe credit, market and working premises constraints. We also find that while enterprise growth is inversely related to initial size, financial literacy and desirable managerial qualities of owners and managers positively contribute to enterprise growth.
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I. Background
The Government of Ethiopia has managed to achieve double digit economic growth for the past decade through heavy public sector led investment initiatives. Despite some success in economic growth and a significant reduction of poverty, income inequality and unemployment remain formidable challenges. As of June 2013, the unemployment rate in urban areas was as high as 16.5% while the overall unemployment rate was 4.5% (CSA, 2014) . Although there has been a gradual improvement overtime 1 , in line with the overall economic growth and targets set by the government, the unemployment rate is still very high; thus, requiring the design of effective policies and strategies.
The Central Statistics Authority (CSA) report also indicates that the unemployment rate is disproportionately higher for women and youth. As of June 2013, about 23% of women and 22%
of youth were without job opportunities in urban areas (CSA, 2014) . This is considerably higher than the unemployment rate of their male and older counterparts, respectively. These figures indicate that the pro-growth policies and strategies designed to alleviate unemployment are not sufficient, but also that they should be well tailored to address the gender and age biased labor market outcomes. One of the effective tools in this regard is the development of micro and small enterprises (MSEs). MSEs are recognized as an important potential for the generation of employment opportunities and major contributors of livelihood for the poor, and have, thus, occupied most of the discussions among policy makers. They are advocated as playing key roles in society including contributing to jobs by propelling innovations and creativity as well as contributing to human resources development and ultimately poverty alleviation (Mukras, 2003) .
In this regard, Ethiopia has designed different policies to meet the targets set in the first and second five years Growth and Transformation Plans (GTP I and GTP II). In GTP I (2010/11-2014/15) , the creation of employment opportunities for about 3 million people through MSEs was planned, and, thereby, enhancing income, domestic saving, and ultimately reducing unemployment and poverty; particularly to benefit women from the sector (MoFED, 2014) .
Likewise, in GTP II, the supporting of MSEs to grow into medium and large scale enterprises, encouraging enterprises in trade and services to invest in the manufacturing sector and channel more investments into productive sectors is planned (MoFED, 2014) . Moreover, 1 In 1999, the urban and overall unemployment rate in the country was respectively 20.6 % and 5%.
interventions are intended to enhance the productivity and technology adoption in this sector. It part of the action plan to engage more women and youth to actively participate in micro and small enterprises. The flourishing of these micro and small enterprises is supposed to play its part in reducing unemployment in Ethiopia, particularly in urban settings.
To achieve the objectives, the government established the Federal Micro and Small Enterprises Development Agency (FeMSEDA) in 1997 by the Council of Ministries Regulation
Number 33/1998. To facilitate implementation of policies and strategies, regional MSEs development offices were also established to conduct similar tasks as FeMSEDA in the various regions. The federal agency operates at the federal level and gives support to MSEs by facilitating training sessions to acquire better technologies, working capital through loans, working space and also support the enterprises in their marketing strategies.
Broader understanding of the effectiveness of MSEs and the policies associated with them requires a deeper understanding of the conditions of the existing enterprises. Discerning the factors that accelerate or hinder the growth of these enterprises also contributes significantly to streamline policies and strategies to achieve the targets. Furthermore, understanding the differences in growth of enterprises owned by women is crucial in recommending tailored policies and strategies to make the sector more beneficial to disadvantaged groups.
In this light, this study has two broad objectives. First, it attempts to examine the factors that determine and/or constrain the growth of micro and small enterprises (MSEs) in Ethiopia.
Second, it assesses whether there is any difference in (and the factors contributing to) the growth of MSEs operated by female owners compared to males.
The paper is organized as follows. The next section presents some of the literature on the growth determinates of MSEs. Section 3 presents the data and methodology used in the study.
Section 4 presents the findings of the study using a description of the important variables and discusses the determinants of MSE growth from the econometric estimation result. The last section concludes with the major findings and policy recommendations.
II. Literature review
Explaining the factors behind firm growth has been much discussed in the literature. The theoretical explanation starts from the neoclassical economic theory that enterprises are profitmaximizing or cost-minimizing, operating in perfectly competitive markets. Under perfectly competitive conditions, the factors that determine the growth of an enterprise are not under the control of the enterprise in question. According to these theories, enterprises employ workers until the value of the marginal product of the last worker is equal to the value of its marginal product, which is the wage paid to the worker. Hence, a firm's growth will be affected by the changes in the price of a product, the wage rate and change in technology . This is a static analysis that creates a problem in evaluating the growth of a firm with age and other dynamic factors.
In light of the neoclassical theory, Gibrat's law came into picture asserting that enterprise growth and enterprise size are independent (1931). According to the law, small enterprises and relatively large enterprises have equal chances of growth which denies the argument of small firms having a better growth rate than larger ones. Studies examining this have invalidated the theory as they found dependency between enterprise size and growth (Evans, 1987; Fotopoulos & Giotopoulos, 2010; Nunes, Marco & Zélia, 2013; Becchetti & Trovato, 2002) . Fotopoulos and Giotopoulos (2010) found that Gibrat's law fails to hold for younger enterprises, but it becomes relevant to older enterprises. Jovanovic's learning model followed Gibrat's law stating the negative relationship between enterprise growth, and enterprise age and initial size. Older enterprises grow slowly as there is learning by doing and managers acquired the most efficient operational size. That is, enterprises grow faster at the early stages, but then slow gradually as the enterprise gets closer to its optimal size. The model also hypothesizes that larger enterprises grow more slowly than smaller ones. Some empirical studies indicate that young enterprises grow faster than older ones Mead & Liedholm, 1998 The role of gender in entrepreneurship capacities has also received much attention, both in the theoretical and empirical literature. Women are presumed to face more severe financial, time and work space constraints besides low levels of education and work experience than men.
Empirical studies indicate that female-owned enterprises grow more slowly than male-owned ones (Liedholm, 2002; Simeon & Lara, 2005; Tefera, Gebremichael & Abera, 2013) . Different factors are attributed to limiting the functioning of female-owned MSEs. One such factor is the extra disadvantage women experience in accessing inputs, particularly finances.
Coleman and Cohn (1999) summarized the main arguments in the literature on this subject.
Women are unfairly treated and discouraged in the credit application process. Women are also poorly networked which adversely affects access to information and sources of capital (Riding & Swift, 1990) . Contributing to this is the fact that women are risk averse and reluctant to search for collateral, and thus end up relying on their personal means for capital.
Another factor for the slower growth of female-owned enterprises is the gender-specific double duty roles of women (Goscilo, 1997; Woldie & Adersua, 2004) in traditional patriarchal societies leading to time constraints. In addition to these, women-owned MSEs are usually close to the household and even within the premises of their dwelling, which are less likely to grow as the result of their small market size and inoptimal time allocation (Mead & Liedholm, 1998) .
Education of the owner or manager has always been considered as a factor for development of the sector (Storey, 1994) . According to Nichter and Goldmark (2009) , educated owners and operators tend to register better growth, although it has a certain threshold level.
The study by in Botswana and Zimbabwe confirms the above in that MSEs with secondary education operators tend to have faster growth compared to those that are run by operators with no education. However, in MSEs, particularly in developing countries, the owners and employees of MSEs have a lower level of education (Simeon & Lara, 2005) . In a similar fashion, financial literacy of owners also influences the performance of small businesses.
Besides these, environment specific factors such as location and the sector in which the MSE operates can play a significant role through externality and agglomeration issues.
III. Data and methodology

Data
As stated above, this study aims to identify the major determinants of the growth of firms in Ethiopia. It also seeks to examine if the gender of the owner or manager of the enterprise matters for growth. To meet the objectives of the study, we used data collected on micro and small enterprises by the Ministry of Urban Development and Construction (MUDC) in 2012 from major cities in Ethiopia with more than 100, 000 dwellers. The survey covered thirteen cities 2 and a total of 2,971 enterprises selected randomly. In this study, the whole sample of the enterprises in the survey is used for analysis. 
Methodology
The study uses descriptive analysis in order to extract some background information about the circumstances of operation of the MSEs. To establish the basic results obtained in the descriptive method and explore the factors that determine initial size and enterprise growth, however, the study uses an econometric method of data analysis.
The representation of the growth of MSEs is the first challenge in the analysis. As discussed in the previous sections, there are a number of studies conducted in Ethiopia and elsewhere on the subject at hand. The first challenge, and the shortcoming in most, is the selection of a variable to measure the growth of MSEs. Growth of MSEs can be measured using absolute and measurable characteristics like capital, total sales, total assets and employment.
Growth of MSEs can be measured in several ways, including growth in sales, profits, assets, output or number of workers. If measurement error were not a problem, defining growth in terms of sales or profits might be preferable to a labor-based measure from an accuracy standpoint since growth in the number of workers tends to hide growth variability over a short period compared to the other measures. A firm might increase its sales a great deal before it adds another worker . Nevertheless, measuring size and its growth in terms of employment is superior to alternatives due to the following reasons. First, the concept of MSE employment growth is a key policy interest for a country like Ethiopia with significant numbers of unemployed youth. Second, measuring size in terms of employment reduces measurement problems compared to financial measures such as sales, as it does not require deflation, 3 ETB stands for the Ethiopian Birr which is the currency used in Ethiopia. 1USD=16.93 ETB at the time of survey. Note that the exchange rate has changed since and is currently 22.36 ETB.
especially when firms established over significantly different periods are involved. Third, particularly for smaller firms, employment may be more robust to manipulation compared to reported sales and profits, which might be adjusted to avoid or minimize tax payments. Fourth, sales or assets may overstate the size of the firm as sales do not only reflect the value-added of a company, but also input prices. Fifth, sales or capital indivisibilities are substantial for very small firms with only a few employees, making use of employment rather convenient for measurement of size and growth. Finally, measuring growth in assets may be problematic for measuring firm size in industries, where intangible assets are important and where firms in the sample have very different capital intensities (Coad & Holz, 2010) .
Following the works of Evans (1987) , the growth of firms can be measured by the positive difference between the number of employees at the start of operation and the number of employees at the time of observation.
Growth of firms = ln (current employment) − ln (initial employment) Firm's age
The discussion in the literature review indicates different factors affect the growth of an enterprise. Hall (1987) also underscored the importance of firm size for the growth of a firm.
Based on the review, the methodological framework that we relied on to see the growth of MSEs is written as;
Where: ln> ? -is firm's log of current employment, and
is firm's log of initial employment
Vector X represents owner characteristics-demographic characteristics of owners' age, gender, education, and other constructed variables, like age squared to control for non-linearity.
The inclusion of gender and age as explanatory variables will give an indication of the growth of MSEs owned by women and youth 4 . Following Hall (1987) , the variable I is the number of 4 Disaggregated regression by gender (women vs men) is also conducted and included in the Appendix.
workers at the establishment of the firm (initial firm size). It underscores the importance of initial size as a determinant of the growth of the firm.
We augment the model with a vector of explanatory variables represented by J. The vector includes two policy dummy variables that capture external policy environment that MSEs faced in the country. The age of the firms in the data set extends to 40 years, during which enterprises experienced regime change in 1992 and policy change in 1997. Hence, the final model including policy change and regime change variables is given by equation (3) below:
Liedholm (2002) argues that the sector of employment that MSEs engage in can be taken as an indicator to control for demand for firms' products. In order to capture the contribution of each of these factors, we have controlled for the type of sector of MSEs.
At the analysis stage, we also tried to control for any possible non-linear nature of the variable by including squared terms. We also added interaction terms to account for the existence of possible scale factors and expand the understandings of relationships between variables. In this regard, for instance, Garoma (2012) , in relying on the works of Goedhuys and Sleuwaegen (2009), used the interaction between firm age and size to control for the role of reputation in firm growth.
Previous studies on Ethiopia (Gebremichael, 2014; Hagos, Gebremichael, & Getie, 2014; Tadesse, 2014; Tefera, Gebremichael & Abera, 2013) employed limited sample sizes as their samples were obtained from a specific locality. We have an advantage over these studies as our data is representative of all thirteen major towns of the country. The estimated model has controlled for locational differences by using town dummies.
As robustness check and inspired by the empirical literature on the subject, several alternative models were estimated with the same basic result 5 .
IV. Results and analysis
Descriptive analysis results
The development of MSEs is used as one tool for reducing unemployment in the country, particularly that of women and youth. Even if this sector is creating job opportunities for women, there is still gender bias in the major cities of the country. The MUDC survey report (2013) indicates that men take the upper share of employment in MSEs nationwide. Among the jobs created by MSEs, 56% are filled by men and 60% of the owners or managers of these enterprises are men. Together with gender bias, concentration of the enterprises in the capital city, lack of experience and inadequate competition could be cited as the reasons, among others, for poor performance of the subsector. For instance, the report indicates that in Addis Ababa, about 59.6% of the enterprises are owned by men, they contribute very little to employment creation (more than 50% hiring two employees or less), and most (about 60%) have less than 1 years'
experience (MUDC, 2013) .
In addition to looking at the contribution to employment, the flourishing of the enterprises is, in its own right, also pertinent to economic growth. The government supports these enterprises in order to transform them into medium, and in the long run, large scale enterprises.
Such transformation is achievable only if the MSEs grow sufficiently. Growth of the firm indicates the capacity of the firm in creating employment, its risk absorption, and its contribution to national output. Literature identifies, inter alia, the size at startup, access to credit, access to work premises, appropriate training, access to or linkages to markets, and schooling and other demographic characteristics of operators as main factors determining the performance of enterprises (see, for instance, Gebremichael, 2014; MUDC, 2013) .
Shortage of or lack of access to start-up capital and working capital is cited as one of the main constraints facing MSEs. This problem is particularly severe in developing countries where financial institutions are weaker; the competition for limited credit access is throat cutting and MSEs lack the necessary skill and financial capability to prosper on their own. The enterprises in our data were asked to mark the major constraint against their growth. Table 4 .1 shows that lack of access to finance assumes the largest share for both female and male owned and run enterprises. By and large, inadequate access to finance, lack of enough working space, and limited market access appeared to be the major factors contributing to the slow growth of the enterprises. Hence, the unavailability of capital to entrepreneurs determines the capacity of the country to create jobs in order to reduce unemployment and poverty. It is interesting to note that these problems are not only major challenges, but they are more severe for women than for their male counterparts. At the time of the survey, about 41%
and 23% of women reported lack of finance and lack of access to the market as their major impediments. Though very large, the numbers for the corresponding group of male owners is lower (36% and 18%, respectively).
Besides limiting their capacity, the lack of credit forces them to resort to sources that charge extremely high interest rates. According to Bekele and Muchie (2009) , money obtained from relatives and friends, iqqub schemes (social capital) accounted for 18% and 12% of start-up capital for women in developing countries, respectively. The share of microfinance institutions, banks and private money lenders accounted for 9.2%, 8% and 7.2%, respectively. The story is exactly the same once the enterprises are operational. Access to markets is another constraint, especially for women. This is due to the fact that enterprises run or owned by women are located near their homes or are part of their dwellings which are far from center areas (Mead & Liedholm, 1998) .
As discussed previously, it was shown that the growth of the enterprises is in general low except for in the construction sector. The median annual growth of the enterprises is about 12%.
There is a huge difference in the performance by sector with growth rate ranging from just 8% for textiles and garments to about 32% for the construction sector.
Though MSEs raise small initial capital and register generally poor capital growth, The literature identifies several possible reasons as to why the growth of firms run by women is slower than their male counterparts, particularly in developing economies. Some of these include, but are not limited to the difference in managerial capabilities attributable to differences in educational background, culture, lack of role-models, and access to training, among others. The sector of participation for men and women in Figure 4 .5 shows that women owned SMEs tend to dominate the retail and agro-processing, which may reflect the time, space and initial sector specific experience constraints faced by women. The MSEs owned by men dominate metal and wood work, construction, and textile and garment sectors. The difference in sectors dominated by men and women may also be attributed by demographic differences.
For instance, as presented in Table 4 .4, our data shows the proportion of illiterate women is larger than that of men. Besides, the proportion of women who have received training on better and modernized production techniques is lower than men [see table 4.4 for the difference between male and female attributes]. We will, however, return to this discussion in the econometrics section where we will try to tease out the difference by gender controlling for other factors. Besides the attributes, Figure 4 .6 shows that proprietors with financial literacy (own bank account) and those with desirable managerial qualities register higher growth rates than those without these traits. This finding is consistent with the literatures. It has been shown that financial literacy is a particular problem of micro, small and medium enterprises as they tend to have much higher rates of job growth, but also are more likely to go out of business or remain stunted due to institutional and financial literacy problems . Table 4 .5 presents the descriptive statistics of the variables used in the estimated model of growth of MSEs. The average age of owners and managers of the enterprises is 34 years; the majority of owners and managers have completed high school education (52%); and 60% of them are male. The firms under the sample aged about 6 years and above, had 4 workers on average when they were established.
Econometric analysis results
The proportion of operators who owned bank accounts and record their transactions was 52% and 63%, respectively. Among all operators, around 80% inspected the quality of their product while 43% recorded the number of defective products. With regards to advertising products, only 20% of the owners had the means for advertising. Table 4 .6 presents the results of the regression of initial enterprise size on a number of explanatory variables. To show robustness of the result and indicate the relative effect of the variables included in the regression, we ran regression models by subsequently increasing the number of variables. In the most complete model, model IV, firm characteristics, owner and manager characteristics, and location fixed effects were controlled for.
The result from this regression shows that age of owners and managers was positively associated with initial firm size, indicating that young owners of enterprises faced tighter financial constraints for start-up capital compared to older enterprise owners and managers. However, the sign and magnitude of the squared age term shows that there was a limit to this association. This result is consistent with other studies conducted on the subject (see, for instance, Aubert & Crépon, 2006) .
Education level and financial literacy of owners (in terms of saving attitude) were also key determinants of initial size. The initial size of firms and education level of owners and managers were consistent with the hypothesis that better educated owners and managers raise better startup capital. Ownership of bank accounts also tended to be positioned relatively better in terms of raising start-up capital. This is explained partly by the fact that both commercial banks and microfinance institutions make lending conditional on saving and membership.
Not surprisingly, firms owned by women tended to mobilize less resources to start up business compared to firms owned (run) by male counterparts (see also Figure 4 .3). It is important to note that this holds true even after the age of owners (managers), level of education and sector of employment are accounted for. This indicates that empowering women might have to involve making credit facilities available to them through interest rate incentives, special promotions and awareness creation.
Finally, the sector in which the MSEs operate might explain the amount of initial capital that is possible to raise. There is no clear pattern but we did find that the metal and wood work, agroprocessing and urban agriculture sectors were able to raise higher initial capital compared to the construction sector while the leather and retail sectors, on average, could raise less initial capital than the construction sector. 
Estimation result of MSEs employment growth (log)
The estimation results of enterprise growth are presented in Table 4 .7. The key findings from the regressions are presented below 7 .
First, the initial size of enterprises captured by the number of workers at the time of establishment is significantly negative. The effect size of enterprises measured by initial number of workers is negatively associated with growth indicating that smaller firms tended to grow faster than larger firms. This result is consistent with prior studies (Storey, 1994; Kumar, 1985) , both in agriculture and manufacturing sectors (see, for instance, Coad & Tamvada, 2008) . For economic policy, this offers the case for improved support to MSEs as a means of economic growth and poverty alleviation.
However, contrary to other studies, we find firm age to be insignificant in explaining firm growth. This implies that Jovanovich's learning theory does not hold true for the considered set of firms. This may be due to the lack of innovation efforts on the part of MSEs in Ethiopia. 7 The full regression result is presented in Table I in the Appendix.
The dummy variable for micro enterprises (baseline being small enterprises) is negative showing that micro enterprises grew slower than small enterprises. This is also consistent with the descriptive result shown in Figure 4 .7. The average annual growth rate of micro enterprises is significantly lower 8 than small enterprises.
Growth of male-owned or run MSEs was higher than the female-owned or run MSEs and relatively, female entrepreneurs underperformed compared to male entrepreneurs as is posited in the discussion in the literature on the many constraints faced by women. Together with the result in Table 4 .6, this shows that male owners were more successful both in mobilizing resources to start up enterprises and grow faster once in operation. The Literature shows that the significance in growth difference between male and female owned enterprises vanishes when more controls are included in the model, signaling that the difference in the growth of enterprises by gender emanates from difference in endowments and access to services. Indeed, the descriptive result in Table 4 .1 shows that female owners were more constrained in access to finance and market. However, we could not control for these variables in our model as information on these variables were not included in the data utilized by the study.
Confirming the result of the descriptive analysis, there is a clear difference in the growth rate of different sectors. Specifically, relative to the others, construction, metal and wood work, and urban agriculture tended to grow faster. In part, this could be explained by the high and increasing economic growth and commensurate urbanization in the country. This is in line with findings from other similar studies; MSEs in the construction sector grew more rapidly than enterprises in retailing business Gebreyesus, 2007) .
Financial literacy and managerial quality appear to be invaluable firm attributes for firm growth. Financial prudence, as given by regular recording of transactions, ownership of bank accounts and product promotions were all positive and contributed significantly to growth. The number of proprietors affects growth positively and this might be explained by better resource availability and management abilities. The models are estimated again by classifying the operators by gender: women versus men and youth versus mature (see Tables II and III .06
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V. Conclusion
The establishment and proliferation of MSEs is high on the Ethiopian government's agenda due to their hypothesized direct link to unemployment and poverty reduction, particularly to the disadvantaged groups. However, the contribution of MSEs to these objectives has not been hugely successful owing mainly to the slow growth of these enterprises. In light of this, in this study, we opted to examine the factors that constrain enterprise growth using employment and capital growth as alternative measures.
The objective is timely because the government of Ethiopia has placed considerable attention on MSEs to yield a much needed impetus for unemployment and poverty reduction.
The quality and coverage of data used in this study is also an additional merit since most of the studies conducted in the same subject area in the country are based on data from specific localities, and based on very few observations.
It is, however, worth mentioning at this juncture that we based our analysis on crosssectional data only. This has hindered our capacity to sufficiently tackle several of the estimation issues including ownership and enterprise heterogeneities. Nevertheless, we ran several robustness checks and critically aligned our results with other similar studies to check for consistency.
The descriptive results show that access to finance (start up and working capital), access to the market and lack of working premises were the major constraints hampering enterprise growth. These constraints also appear to be more severe on enterprises run by women owners.
For instance, about 23% of women owners reported that lack of access to the market was the main reason for not achieving sufficient expansion of their enterprises.
The recommendations emanating from the findings in the econometric analysis support the continued intervention in SMEs in the form of better financial accessibility. Women owned MSEs require special help compared to enterprises owned by men. The findings that growth is better achieved by trained and educated proprietors supports the notion of improving human capital stocks of MSEs.
This influences calls for continued support as part of capacity building, better access to technology and experience sharing by both donors and implementing government agencies. The evidence provided by the study also provides evidence that smaller firms grow faster and hence addressing growth problems of smaller firms may be worthwhile. Sector wise, firms in construction, metal and wood works and urban agriculture need to be supported as they offer more promise of growth. 
